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Summary 

Credit unions make loans to their members, to other credit unions, and to corporate credit unions 
that provide financial services to individual credit unions. There are statutory restrictions on their 
business lending activities, which the credit union industry has long advocated should be lifted. 
Specific restrictions on business lending include an aggregate limit on an individual credit union’s 
member business loan balances and on the amount that can be loaned to one member. Industry 
spokespersons have argued that easing the restrictions on member business lending could increase 
the available pool of credit for small businesses. Credit unions also lack sources of capital beyond 
retained earnings, and alternative supplemental capital sources would allow them to increase their 
lending while remaining in compliance with safety and soundness regulatory requirements. 
Community bankers, who often compete with credit unions, argue that policies such as raising the 
business lending cap would allow credit unions to expand beyond their congressionally mandated 
mission and could pose a threat to financial stability. 

Members of the 1 14 th Congress have introduced legislation that would allow credit unions to 
expand their lending activities. H.R. 989, the Capital Access for Small Business and Jobs Act, 
was introduced and referred to the House Committee on Financial Services on February 13, 2015. 
H.R. 989 would redefine net worth for credit unions to include additional sources of supplemental 
capital. In addition, H.R. 1188 and its companion bill, S. 2028, the Credit Union Small Business 
Jobs Creation Act, would raise the current member business lending cap. 

Small memberships limit the range of financial services that small credit unions can offer as well 
as their ability to accumulate enough retained earnings (capital) to substantially increase their 
commercial lending activities. Thus, the benefits to credit unions from legislative actions to 
enhance their lending ability may be greater for larger institutions. Larger credit unions, with the 
resources to offer a wide array of financial services to members, would also be expected to 
become more significant competitors with community ha nk s operating in similar lending markets. 
Competition between credit unions and commercial banks, particularly those with over $1 billion 
in assets, would be expected to intensify. 

Although total assets in the credit union industry have risen over the past decade, the total number 
of credit unions has declined. The industry’s assets are not evenly distributed. Some differences in 
credit union and ha nk regulation are unlikely to account for the competitive advantages that large 
credit unions enjoy relative to their smaller counterparts. These observations mirror the 
consolidation trends observed in the depository banking industry and are discussed in greater 
detail in the Appendix. 
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Introduction 

Credit unions engage in financial intermediation, or facilitating transfers of funds back and forth 
between savers (via accepting deposits) and borrowers (via loans). Although other institutions 
(e.g., depository banks, insurance companies, pension funds, hedge funds) also engage in the 
financial intermediation matching process, this report focuses on issues facing the credit union 
industry. 1 

The original concept of a credit union was of a cooperative organization formed for the purpose 
of promoting thrift among its members and providing them with a low-cost source of credit. 
Congress passed the Federal Credit Union Act of 1934 (FCU Act; 48 Stat. 1216) to create a class 
of federally chartered financial institutions for the purpose of “promoting thrift among its 
members and creating a source of credit for provident or productive purposes.” 2 Given the 
numerous bank failures and runs that occurred during the Great Depression, Congress wanted to 
enhance the ability of these cooperative organizations to meet the credit needs of their 
memberships, who were unable to obtain bank credit. 3 The credit union industry has evolved with 
marketplace changes so that many of the financial services that credit unions provide are similar 
to those offered by banks and savings associations. 

Credit union charters are granted by federal or state governments on the basis of a “common 
bond.” There are three types of charters: (1) a single common bond (occupation or association 
based); (2) multiple common bonds (more than one group each having a common bond of 
occupation or association); and (3) a community-based (geographically defined) common bond. 4 
Individual credit unions are owned by their memberships. The members of a credit union elect a 
board of directors from their institution’s membership (one member, one vote). Given that credit 
unions are financial cooperatives that return profits to their memberships, members’ savings are 
referred to as “shares” that earn “dividends” instead of interest. Credit union loan and investment 
powers are more restricted than those of commercial banks. Credit unions can only make loans to 
their members, to other credit unions, and to credit union organizations. The investment authority 
of federal credit unions is limited by statute to loans, government securities, deposits in other 
financial institutions, and certain other limited investments. 

The National Credit Union Administration (NCUA), an independent federal agency, is the federal 
regulator for credit unions. 5 Typically, the Office of the Comptroller of the Currency (OCC) 
charters and supervises national depository (commercial) banks; the Federal Deposit Insurance 
Corporation (FDIC) provides deposit insurance and liquidates failed banks; and the Federal 
Reserve provides lender-of-last-resort liquidity to solvent ha nk s via its discount window. The 



1 For more information about depository banks, see CRS Report R43002, Financial Condition of Depository Banks, by 
Darryl E. Getter. 

2 See “NCUA: The Federal Credit Union Act,” http://www.ncua.gov/Legal/Documents/fcu_act.pdf. 

3 William R. Emmons and Frank A. Schmid, “Credit Unions Make Friends — But Not with Bankers,” Federal Reserve 
Bank of St. Louis, The Regional Economist, St. Louis, MO, October 2003, at http://www.stlouisfed.org/publications/re/ 
articles/?id=406. 

4 The National Credit Union Administration (NCUA) updated the framework used to determine the field of 
membership in federal credit unions, allowing automatic qualification of 12 associational groups as valid associations. 
See NCUA, Associational Common Bond Updates, Supervisory Letter SL No. 15-02, July 6, 2015, at 
http://www.ncua.gov/Resources/Documents/LTCU2015-03Enclosure2.pdf; and NCUA, “Chartering and Field of 
Membership Manual Final Rule,” 80 Federal Register 87, May 6, 2015. 

5 NCUA was created by the Federal Credit Union Act of 1934 (48 Stat. 1216). P.L. 91-468, 84 Stat. 994 made the 
NCUA an independent agency, which is governed by a three-member board. 
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NCUA, by comparison, serves all three functions for federally regulated credit unions. The 
NCUA also manages the National Credit Union Share Insurance Fund (NCUSIF), which is the 
federal deposit insurance fund for credit unions. 6 

Numerous financial entities experienced distress during the 2007-2009 recession, including the 
credit union system. In response, the NCUA has adopted enhanced capital requirements for credit 
unions, which is intended to increase the resiliency of the credit union system to insolvency 
(failure) risk and to minimize possible losses to the NCUSIF and ultimately taxpayers. Some 
credit unions may need to curtail lending until they fully adjust to the increased requirements. In 
addition, Congress is considering legislation (e.g., H.R. 1188 and S. 2028, the Credit Union Small 
Business Jobs Creation Act; H.R. 989, the Capital Access for Small Business and Jobs Act) to 
enhance the lending ability of the credit union industry as part of its efforts to spur economic 
growth, which is discussed in this report along with additional policy options to consider. The 
balance sheet terminology defined in the box below will be used throughout this discussion. 



Credit Union Balance Sheet Terminology 

• Credit union assets include consumer (e.g., automobile, credit card, installment) and mortgage loans as well as 
cash and other financial securities that are held in their portfolios. Commercial member business loans, which 
are discussed in more detail below, are also assets for credit unions. Assets generate earnings (revenues) or 
losses, depending upon whether share deposit members repay or default on their loans. Federally insured 
credit union loans are generally restricted to maturities of 1 5 years or less with the exception of primary 
mortgages and other designated loans. 

• Credit union liabilities include the funds that they borrow (for shorter periods of time). When customers 
(share depositors) make savings or checking share deposits into a credit union, the credit union is essentially 
borrowing those funds short-term in order to lend them out for longer periods of time. Liabilities are, 
therefore, the costs incurred by the credit unions to obtain the funds necessary to originate loans to members. 

• Credit union net worth is the difference between assets and liabilities, which is analogous to bank capital. Net 
worth consists of retained earnings, or the allotment of profits not paid to members in the form of dividends. 
Given that the share deposits are federally insured, credit unions are required to maintain sufficient net worth 
to absorb loan defaults by their shareholders. Asset (loan) defaults are less likely to result in failure of a credit 
union to repay its shorter-term obligations if sufficient net worth is maintained to absorb the losses. If, 
however, a credit union’s net worth falls below minimum regulatory threshold levels, it would be considered 
undercapitalized and faces the prospect of being shut down by the NCUA, which also serves as the receiver of 
the insolvent institution. Consequently, compliance with regulatory capital requirements means that asset 
(lending) portfolios can only grow if net worth grows proportionately. 



Enhanced Capitalization Requirements 

The credit union system, which largely facilitates residential and consumer lending, inherently 
faces financial risks, some of which were realized in the recent financial crisis. For example, the 
NCUA reported that the corporate credit unions faced liquidity pressures and placed five of them 
into conservatorship in 2008. 7 Corporate credit unions operate as wholesale credit unions, 



6 For more information on the NCUSIF status, see CRS Report R41718, Federal Deposit Insurance for Banks and 
Credit Unions , by Darryl E. Getter 

7 See Statement of Deborah Matz, chairman, National Credit Union Administration, “The State of the Credit Union 
Industry,” p. 3, at http://www.ncua.gov/News/Documents/SP20101209Matz.pdf, which was given in U.S. Congress, 
Senate Committee on Banking, Housing, and Urban Affairs, 111 th Cong., 2 nd sess., December 9, 2010. A significant 
portion of mortgage-backed securities held by corporate credit unions had lost value and were downgraded below 
investment grade due to deterioration of the underlying collateral. In March 2009, the NCUA placed two corporate 
credit unions, the U.S. Central Federal Credit Union and the Western Corporate Federal Credit Union, into 
conservatorship. In September 2010, Constitution Corporate Federal Credit Union, Members United Corporate Federal 
(continued...) 
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